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Construction Compliance,
Inc.,
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President ' :
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/
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1 PROCEEDINGS
2 Ms. BOATNER: ‘We're on the record in the
3 'mattef of Construction Compliance, Inc., docket
4 aumber 07-02650-CPM. This Chapter 11 case was
5 filed on April 3rd, 2007 in the Middle District of
6 Florida under Chapter 11. Today is May 9th, 2007.
7 Let the recoxd reflect this is the scheduled ime,
8 date and place for the 3471 meeting in this case.
el My name is Terry Boatner and I'm an attorney ﬁith
10 +he office of the United States Trustee under the
1i : lauthority of the United States Departﬁent-of
12 Jus?ice. Our statutory charge is to oversee the
13 administration of cases filed under the bankruptcy
14 code. ' And as part of that charge I'1l be
15 conducting this 341 meeting of creditors. The
16 purpose of the meeting is to allow the United

17 ' States Trustee and any creditors present to obtain
18 information about business and financial affairs of
12 the debtor. I will conduct an initial examination
20 of the debtor's representative f&llowing which any
21 creditor in attendance may ask guestions of the
22 debtor's representative of the business and
23 financial affairs of the debtor. I ask that you

‘ 24 not repeat questions that I have asked or we'll be
25 here for quite a while.. and I also ask that ydu
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32
A. From the debtor, nop ma'am.
Q. rrom Construction Compllance, Inc?
A. No, ma'am.

:Q. and we may go back to this. But right now I
want you to give me a bfiéf history of the debtor's
pusiness operation?

A. From basically starting in like 20047

Q. When did the éompany start?

A. The company started in 1§92. It was a
subcontractor construction management, singlefﬁamily
homes, some condominiums as & construction management.
Tn 2003 we started building single family homes in the
poinciana area of Orange County. Iin early 2604 we
started building & single family home 'down in North Port
to have it as a model center and start puilding single
family homes in North Port. | In the summer of 2004 Coast
Bank and Amerlcan Mortgage Link came to CCI and
presented us Wlth 2 financing and mortgage plan that o
they wanted us +o build homes and they could gell homes:
That land was modified several different wayse by Coast
Bank, and pasically they would call us, American
Mortgage Link, saying they had X qualifying buyers. ‘Did
I have any lots for sale. And at that time we had
anywhere from 10 to 30 lots, and they would have from

anywhere to 10 to 40 qualified puyers and they would put

smith Reporting service, LLC, 631 W. Lumsden Rd., Brandon, FL - 3351
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1| a gualified buyer on one of our lots and bring me a
1 construction contract. Coast Bank would do the
3 financing. How far do you want merto éo with all this?
4 Q. Explain what thé‘dabtor's businéss. Go ahead.
5| - A, This construction sales method started in

6] September of probably 2004, got extremely aggressive all
1 of 2005 and then it seemed to all stop about 2006. We |
B went from probably 11 employees up to 70 and more

9| employees going through 2005 and into 2006 trying to

10 keep up‘with the d@mand of the selling of an average of
111 35 to 40 homes a month. Permitting time going from 30
12} days to five months with everyone being overwhelmed,

13 survey crews being overwhelmed, from engineers being

14 overwhelmed, the health department being overwhelmed to
15| the build%ng department being Qverwhelmedf The 5uilding
16 departmeﬂt in 2005 wanted to put the building

17 {inaudible) in the North Port Charlotte areé because of
18 | the overwhelm of all the construction. Not only was CCL
19 trying to build all those homes and so was most other

20 contractors. From the bottleneck of -~ if you're |

21} waiting to permit homes taking five months and at that
221 same timé you're still selling contracts of 30 to 40

23| homes at ohe point in time there becomes a bottleneck on
24 pboth ends. All df a sudden now you have yourself where

25 you're building two hundred homes, trying to build them,

Smith Reporting Service, LILC, 631 W. Lumsden Rd., Brandon, FL 33511
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1 trying to manage all that. And now you're getting the

2| permits on homes to the tune of anywhererfrmm 10 to 20 a

3| month and you can't get those into the field because you

4] can't get the ones puilt that you're already building.

5 Q. When-did you realize this was a problem, this

6| process? .

7 A. probably in November of 2005 that we're now

8 keeping an average of a hundred homes permitted, and we
3| can't get into t;e field because we have over two

‘10 hundred homes, 250 after I realized that 1 relied on

11 staff that was‘managing rhe construction, bidding,

12 keeping up with where costg were going and cdminq back
13| and trying to satisfy all these issues that were coming

14 up.

15 . Q. Mr. Battle, will ydﬁ please answer my question.
16 Whaﬁ did you realize this was a problém, you?

17 . A, T thought I answered it. November of 2005.

18 0. ' After that did you continue to contract with

19| buyers?

20 A. Well, ves, we.did. But it slowed to & pace

21 that was much more manageable knowing that we —— We did
22 not know we had a payables problem other than our

23| payables ~—- we tried to keep on no more than 30 days but

24| they were at that time starting to stretch into the 60

25 davs.
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1 Q. We're in November of '05. When did you realize
2 your permitting is taklng how long?
3 A. The permitting had been all of 2005, most all

4| of 2005. It was taking four and five months to get a
5 pexmitl And if there was any issue that came up in that
61 time, sometimes that permit could stretch on into gix or
7 seven months but that is not the case of the normality.
g| a11 during that time is wheén it started to become &

9| large issue that the interest is still being paid on all
10 these closed construction loans.

11 Q. Oon thaf point let's back up a minute to new
12 construction loans. Do I undgrstand correctly that when
13} you sold these properties to buyers you‘sold them for 20
14 pe&cant of the appraised value when finished? |
15 A. Yes, ma'am.

16 Q. And from that amount, the 90 percent amount,

17 the buyer obtained 100 percent financing?

18 A. The buyer ultimately received 100 percent

19} financing.

20 0. and at the closing,oﬁ the loan the closing

21| costs were paid including any realty fées, any closing
22 costs, and tﬁe 1ot was paild foxr? In other words,

23 Construction Comp;iance, Inc. has paid for its lot;
24 correct?

25 A. Yes, ma'amn.

smith Reporting Service, LLC, 631 W. Lumsden Rd., Brandon, FL 33511
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Q.

Compliance, Inc. to begin the billing process; correct?

Aﬁ

Q.

the construction period; correct?

A.

a line item construction interest.

Q.

amount cover for the payments on --

A.

Q. That's not my gquestion. How many months at the
c;osing of the house on the loan ~~'you're at the
closing?

‘A; Yes, ma'am.

Q And you're getting a check for the lot?

A. Yeas, ma'am.

0] You're getting your ten percent draw?

A Yes. |

Q. and you put this deal together because you're

the developer; right?

A.

Q.

control the construction loan funds?

A,

Q.

. Yes, ma'am.

36

And a ten percent draw was paid to Construction

And an escrow was placed for interest during
Well, in that total amount to bill the home was
How many months did that construction interest

In most cases was half eaten up.

Yes, ma'am.

At the closing you know the pank is going to

Yes.

And you know as parﬁ of those construction loan

gmith Reporting Service, LLC, 631 W. Luﬁsden Rd., Branden, FL 33511
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on the loan?

‘weren't getting these permits for seven months that you

37

funds, the bank 1s marking a portion to pay the interest
during rhe construction period; correct?
A. Yes, ma'am.
Q. and that's in the contract with these buyers?
A. Yes, ma'am. i

Q. How many months is that money that's being setbt

aside for the escrow supposed‘to cover for the payments

A. T believe it was tried to cover-én eight month

period.
Q. And did you know in November of '05 because you

weren't going to be able to complete the building of
that home in eight months?

A.. Yes, ma'am.

Q. Then why did you sell the home under those

terms?

A. In November of '05 we started éhaﬁging the
amount of money that was in the interest reserxve to
cover closer to what was really taking the reality of
closing -on the construction contract to. sealing the
home. This started in September of '04 of selling thé
majority of them among owner cccupied housing. So by
the time November of *05 rolled around there was already

saeveral hundred homes apld.
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Q. How many were C0'd?

A. 1 want to say about 135 and I'm going to guess
at that. |

0. And how many were closed, in other words sold
or closed, with Ehe construction loan in place? How
mény? Y§u had 135 CO'd in November of '05; correct?
‘I'm asking you. We're taking a snap shot now. November
of '05.

A. No, ma'am. Novembér of '05 there wasn't 135

homes CO'd at that time. probably not moving into April

of '06.
Q In Ndvember of '05 how many homes were C0'd?
A I don't know.
Q. How many homes were under contract?
A If I knew what you were going to ask 1 would

have all this information. But at that time I would say

probably —- November of '03 probabiy around four hundred
honmes.
Q. That you closed on with these contracts where

you did this 90 percent thing?

A, Yes, ma'am. Not co'd.

Q They weren't CO'd?

A No.
. So you had no co'd homes?
A

I don't know the exact number.
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Q. vou started this program in September of '04:
correct?
A. That's correct.
Q. And you stopped building in late ‘067 is that

correct?

A. In November of '06, we stopped pretty much at

that time. I started telling 'the subs they could start

l1iening homes and that stopped all lending.

Q. 3o in two years and two months you executed how

many contracts to build homes?

A. Total number of contracts I don't know.

Q. At the half way point in the time period of

September of 104 to November '06 you realized -~ I
pelieve you testified that you weren't getting your
permitting in a timely fashion. It was taking seven
mopths in some cases?

A. . Rare occasions, Yyes, ma'tam.

0. But you were still signing contracts with
interest reserves of eight months?

A. No. Going into the end of 'OS,lgoing into '06
we increased the amount of money that would be in the

interest reserves not realizing where it was.
dates of when that started changing in there I

know.

0. How long does it take to construct a home

The exact

don't

LLC, 631 W. Lumsden Rd., Brandon, FL 33511
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1 irrespective of the permit? |
2 A. A hundred and ten days.

3 . Q. When was the last time you completed

4 qoﬁstruction of a house in 110 days?

5 A. And that would probably be in 2005.

6 Q. That does not include the period of time it

71 takes to get the permit; corrgct?

8 A. No. Just regulax time.

8 c. How long in November of '05 was it taking to

10{ get the permit?

11 A. In November of '05 it was probably still taking
12| five months to get a building permit.

13 Q. 5o five months plus 110 days that's about nine

14| months give or take .ten days?

15 Al Yes, ma'am, that‘s'correct.

16 Q. When did you realize that you weren't going to

17§ be able to compiete the house from contract to CO within
18| the time that the bank had reserved for the interest

19 esCrow?

20 A. Again, it has to be sometime in 2005. I cah go
211 back and see when we started changing them. We started

22| out with no more than $3500 or $4000 in interest |

23 reserves.

24 i Q. What did that cover $3500, $4000, what period?

25 A, When all this started.

smith Reporting Service, LLC, 631 W. Lumsden Rd., Brandon, FL 33511
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0. How much time would $3500 or $4000 cover for
interest reserves, +wo months, three months, five
months?

A. At seven percent interést is ~- when Coast Bank
brought the propcgition to us is what the interest was
te be. So at the time Phil Koone {phonetic), John
Miller, Jesse.Battle and John Wiley sat down and said

that would be plenﬁy of money. to have in there to permit

and build these homes.

0. You still haven't anaswered my guestion.
carefully.

A. I'm trying'to do it the best I can.

Q. How much time does $3500 to $4000 cover £
interest on the home? Give me a number. '

A. Five months. Actually at that time we we
looking at Setween a four and five month time of -
permitting to get the CO.

Q. And during what period of time were you
reserving four to five months . of interest on these

construction loans?

A. Without going back and looking at the documents

I cant't answer that.

Listen

or

re all

o, In November of '05 how much interest reserve
was Coast Bank holding?
A. Without Jooking at the documents now the way
Smith Reporting gervice, LLC, 631 W. Lumsden Rd., -Brandon, FL. 33511
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- on any and all projects mbving forward, but you can't

42 =

you're asking me, I can't tell you what was put in those
contracts for interest reserve. But I'm assumihg it was
petween elght and ten thousand dollars.

0. So fou increased it at some point?

A. Yes, ma'am.

Q. Between September of '04 and November of '05%?

A, Yas.

Q. Did you increase it again after November of

A. I dqn‘ﬁ know.

0. If you realized that the permitting\and the
puilding process wWas taking longer than you had interest
reserves, shouldn't you have done something about that?

A. vYyeah, You can do it . at a certain date and time

about the ones you've already closed.

Q. pid you do something about it when you realized
it?

A. Yes, ma'am.

Q. What did you do?

A. We increased the amount of money that was in
the interest reserves.

Q. When was that?

A. T don't know.

Q. Wwhen you were pbuilding these houses down in

smith Reporting service, LLC, 631 W. Lumsden Rd., Brandon, FL 3351



Case 8:08-cr-00441-EAK-MAP  Document 55-3  Filed 01/21/2009 Page 16 of 16

10
11
12
13

14

15

16
17
i8
19
20
21

22

23

24

25

43 -
Nbrth Poxrt, as yéu would contract with the subs to do
certain jobs, were you paying them upon completion of
those tésks?
A. Yes, ma'tam.
Q. Hoﬁ_were you paying theﬁ?
A.  They would submit an inﬁoice with a PO number

and they would be paid.

0. How long did it take you to pay them?

A. Well, it started off at a two week period and

went into a 30 day and it did get into three months.
0. When did it get into three months?

A. Probably in the June part of '06.

0. Were you still accepting contracts and selling

houseé in June of '067

A. T helieve we were yes, ma'am.

Q. Even though you weren't able to pay your subs

for three months?
A, Yes, ma'am.
Didn't you know you were behind?

-

Q

A, No, ma'an.
Q Mr. Battle, that doesn’'t make any sense.
A

Okay.

Q. Tf you can't pay your subs for three months
you're obviously having a cash flow problem?

A. That's correct.
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